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arc provided for three purposes; 

1. To coyer old liabilities attributable to Post Office 

Department employees (a?prox imatcly $60M/yr.}. 

2. To cover public service cost of maintaining postal 

operations in conununities that may not other\dse be 

deemed self-sustaining ($920l·l/yr. through 1979; then 

declining by 10 year until 1984J 

3. To cover the revenue foregone by Postal Service 

in carrying certain classes of mail (second, third and · 

fourth class) at free and reduced rates (approximately 

$SOON/yr., declining over a ten-year period). 

Because of public resistance to . increased postage rates the 

prospect of further rate hikes have begun to build pressure in 

Congress to increase and expand the various subsidies to the 

Postal Service as a way to .stave off these future increases. 

Legislation already introduced this session by Congressman James 

M. Hanley (D-NY) would add another $1 billion a year in taxpayer 

support by doubling the public service subsidy in an effort to 

cover increasing costs and hold do-vm the need for increasing · 

rates in the future. 

The proposed rate hike this summer is however inevitable and will 

probably lend strong support to efforts among some vocal members 

of Congress to reappraise the postal reorganization concept and at 

a insure action on increased Federal funding for the Postal 

Service with the possibility of some increased controls over postal 

Subsidies to cover revenue foregone on carrying certain 
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classes of mail at reduced rates have been and continues to be 

the most controversial issue. Under the Reorganization Act, 

Federal subsidies ~ere authorized to case· the adjust~cnt for 

business and non-profit mailers in moving from a historically 

lm·1 subsidized rate to one \·!hich is more reflective of the 

actual cost of the mail service provided. This \·:as done recognizing 

that mailers could not sustain the rate increases that \·muld be 

required to recover full cqsts. A 5-year adjustment period for 

profit mail and 10 years for non-profit mail was provided as a trans-

ition period during which rate increases were to be phased-in equal 

annual increments. 

During the last session of Congress, legislation (S. 411) sponsored 

by Senator N.cGee (D-Wyo) was enacted extending this phasing period 
' 

by three years for profit mail and __ six years for non-I?rofit mail. 

To fund this legislation would cost the taxpayers approximately 

$150M over the next 13 years. The President has decided (on two 

different occasions) not to seek appropriations for this addi-

tional subsidy • 

. Special i~terest mailers (both profit and non-profit) have been 

relentless in their efforts to secure further subsidies for second 

and fourth class mail, citing higher than anticipated in~reases 

in rates and the "general public" value of their mailings, 

particularly magazines. Allegations that increasing rates are 

putting firms out of business have, however, not been substantiated. 

Postal cost typically only represents five percent of a publisher's 

overall expenses. This pressure is exp_ected to · continue. 
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· Since reorganization, the Pn~siuent has not re_qucsted fund s 

for 'phasing tlLird c l."t~s :nail ( " j t:nk" 
. .. . . . 

: ll or <.v'..' ._:;_ l:; ::.::.._~ !;•.;Jl.l }. 

The Congress has gcac along \·:ith this rccom.raend.:!tion e.:J.ch year 

arid not appropriated these funds. As a result, r.J.tes for this 

class of mail have gone to full cost recovery levels. 

Sum::1ary 

The dilem..11a facing the executive (and legislative) .branch is that 

it is increasingly under fire fro~ various sectors to do something 

about deteriorating postal services and increasing rates - lvhile 

it is effectively isolated from being able to. influence either. 
I 

In the ~ong run, postal reorganization might prove to be a suc-

cess, but the short run problems must be addressed and resolved 

if that is to be so. Postal operations have a big impact on the 

Federal budget and a ·broad spectrum of cowmerce. 

Since reorganization there has been little in the T.tray of a review 

of postal cost allocations, ·levels of efficiency, and service, 

and quality of management decisions. Such information is import-

ant if we are to address the evolving policy issues • 

. In the next few months we will need to address such questions as: 

1. Should \ve continue to support the break-even princip_le 

in the Act? Is the Postal Service a business or a 

service? 

2. Where do we stand on the broad question of public 

service subsidies vs. higher rates? 

3. Should mailers be given additional time to adjust 

to higher rates? 
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4. ·? .._ ... 

e.g., labor costs. 

5. What steps should be taken to improve the functioning 

of th~ ratemaking process? Should the Ac.1ministt-ation 

support amendments to t~ ..... Act regarding the Postal Rate 

Commission? 
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